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DEPARTMENT  OF  HOUSING  AND 
URBAN  DEVELOPMENT 

Office  of  the  Assistant  Secretary  for 
Community  Planning  and 
Development 

24  CFR  Part  510 

Section  312  Rehabilitation  Loan 
Program;  Legislative  Amendments 

agency:  Office  of  the  Assistant 
Secretary  for  Community  Planning  and 
Development  (HUD). 
action:  Interim  rule. 


summary:  The  Secretary  is  amending 
the  section  312  Rehabilitation  Loan 
Program  as  a  result  of  changes  made  in 
the  program  by  the  Housing  and 
Community  Development  Amendments 
of  1978.  Congress  has  placed  new 
limitations  and  conditions  on  the 
approval  of  rehabilitation  loans  for 
multifamily  properties  (5  or  more  units), 
has  added  new  language  on  the  priority 
for  low  and  moderate  income 
applicants,  and  has  raised  the  loan  limit 
on  nonresidential  properties  from 
$50,000  per  property  to  $100,000  per 
property.  This  interim  rule  is  needed 
immediately  to  implement  these 
important  program  changes. 

date:  Comments  due:  July  10.  1979.  This 
interim  rule  is  effective  May  11. 1979. 

address:  Interested  persons  may 
participate  in  this  rulemaking  by 
submitting  written  comments, 
suggestions  or  data  to  the  Rules  Docket 
Clerk.  Office  of  General  Counsel,  Room 
5218,  Department  of  Housing  and  Urban 
Development.  451  Seventh  Street,  SW.. 
Washington,  D.C.  20410.  Each  person 
submitting  comments  should  indicate  his 
or  her  name  and  address  and  should 
refer  to  the  date  of  publication  of  this 
interim  rule  and  give  the  docket  number 
that  appears  in  the  heading.  Reasons 
should  be  given  for  the  commenter’s 
opinion.  Copies  of  all  written  comments 
will  be  available  for  examination  and 
copying  by  interested  persons  in  the 
Office  of  Rules  Docket  Clerk  at  the 
address  to  which  comments  are 
submitted.  After  public  participation  has 
concluded,  the  Secretary  will  issue  a 
final  rule  in  this  proceeding,  adopting 
the  interim  rule  with  such  changes  as 
may  be  appropriated  in  light  of  the 
public  rulemaking. 

FOR  FURTHER  INFORMATION  CONTACT: 

Dennis  Manning.  Rehabilitation 
Management  Division,  Department  of 
Housing  and  Urban  Development,  451 


Seventh  St..  SW..  Washington,  D.C. 
20410.  Phone  number  202-755-5890. 

SUPPLEMENTARY  INFORMATION:  There 
are  no  comprehensive  published 
regulations  for  the  section  312  program. 
The  program  is  administered  according 
to  procedures  contained  in  the 
Rehabilitation  Financing  Handbook 
(HUD  7375.1)  and  other  operating  policy 
documents  which  will  remain  in  effect 
except  as  modified  or  supplemented  by 
published  interim  or  final  regulations. 
The  handbook  is  available  for 
inspection  at  all  HUD  Area  Offices. 
Formal  Regulations  for  the  entire 
program  are  being  drafted  to  be  issued 
for  comment  in  the  near  future.  Pending 
issuance  of  complete  program 
regulations,  the  following  regulations 
are  issued  to  implement  statutory 
requirements  contained  in  the  Housing 
and  Community  Development 
Amendments  of  1978  (the  act). 
Comments  received  on  this  Part  will  be 
incorporated  in  the  proposed  regulations 
for  the  entire  program  when  they  are 
published  for  comment. 

The  Secretary  is  directed  by  the  act  to 
minimize  involuntary  displacement 
caused  by  rehabilitation  loans  for 
multifamily  properties.  Accordingly, 

§  510.105(g)(1)  of  this  rule  directs 
participating  localities  to  minimize  such 
involuntary  displacement  for  all  section 
312  loans.  Further,  §  510.(g)(2)  requires 
the  localities  to  provide  relocation 
benefits  for  any  tenant  involuntarily 
displaced.  The  intent  is  to  not  only 
protect  involuntary  displacees  but  also 
to  minimize  involuntary  displacement 
by  placing  the  burden  of  providing 
displacement  benefits  on  the  localities. 
Each  participating  locality  will  find  it 
necessary  under  this  rule  to  evaluate 
each  project  with  a  view  toward 
minimizing  displacement  in  order  to 
minimize  the  costs  the  locality  must 
otherwise  bear  in  the  form  of 
expenditures  (from  the  Block  Grant  or 
local  funds)  for  relocation  payments  and 
assistance. 

The  Department  is  also  requiring  that 
relocation  assistance  be  provided  to 
displaced  tenants  of  one-to-four  unit 
properties  rehabilitated  with  section  312 
funds,  even  though  this  requirement  is 
not  specifically  directed  by  the  Act.  This 
requirement  will  provide  equal 
treatment  to  all  tenants  of  properties 
rehabilitated  with  section  312  funds  and 
not  just  to  those  residing  in  multifamily 
properties. 

The  rent  regulatory  agreement 
provided  for  in  section  510.105(e)  is 
required  by  the  Act.  A  guideform 
containing  all  of  the  required  provisions 


will  soon  be  available  from  HUD  Area 
Offices. 

Section  510.105(h)  continues  existing 
policy  which  requires  the  chief 
executive  officer  of  a  corporation,  and 
each  partner  of  a  partnership,  borrowing 
section  312  funds  to  assume  personal 
liability  for  the  debt  in  addition  to  the 
security  offered  by  a  mortgage  on  the 
property. 

Congress  has  simplified  the  definition 
of  low  and  moderate  income  by  deleting 
the  reference  to  the  section  221(d)(3) 
income  limits  and  by  inserting  in  its 
place  95%  of  the  median  income  for  the 
area  (see  §  510.107).  This  figure  will  still 
be  adjusted  for  family  size.  It  is 
basically  a  simplified  restatement  of  the 
previous  definition  of  low  and  moderate 
income  used  in  the  section  312  program. 
That  same  low/moderate  income 
definition  is  used  to  apply  to  tenants  in 
§  510.105(a)  which  requires  that  at  least 
51  percent  of  the  tenants  be  of  low-  or 
moderate-income  in  a  multifamily 
project  not  located  in  a  low-  or 
moderate-income  area. 

To  determine  which  areas  are 
considered  to  be  low/moderate  income 
areas,  §  510.103  cross-references  the 
Community  Development  Block  Grant 
Regulations.  Use  of  the  block  grant  test 
to  delineate  low/moderate  income  areas 
should  be  an  administrative 
convenience  to  localities  because,  for 
the  most  part,  separate  areas  will  not 
need  to  be  developed  solely  for  section 
312  multifamily  purposes.  Areas  already 
delineated  for  the  block  grant  may  be 
used. 

The  statutory  test  for  low-  or 
moderate-income  under  the  block  grunt 
is,  however.  80  percent  of  the  area 
median  income  rather  than  the  95 
percent  of  median  income  standard  used 
for  section  312.  As  a  result,  two  different 
definitions  of  low  or  moderate  income 
are  used,  one  for  the  neighborhood 
(based  on  the  block  grant)  and  a 
different  standard  for  tenants  and 
homeowners  benefiting  from  section  312 
loans  (based  on  the  section  312  statutory 
definition). 

The  limit  on  section  312  rehabilitation 
loans  for  nonresidential  properties  is 
increased  to  $100,000  per  property  (see 
§  510.109).  The  previous  loan  limit  was 
$50,000  per  property.  All  other 
procedures  for  processing  and  approving 
nonresidential  and  mixed-use  loans  are 
still  in  effect. 

Section  510.111  provides  that  priority 
shall  be  given  to  loan  applications  in 
which  section  312  funds  are  used  to 
leverage  private  resources  for 
rehabilitation.  For  example,  if  a  given 
loan  would  be  feasible  at  a  rate  of 
interest  above  3%,  the  rehabilitation 
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may  be  financed  with  a  combination  of 
private,  unsubsidized  funds  and  a 
section  312  loan.  The  proportion  of 
private  funds  used  may  be  varied  to 
provide  the  maximum  interest  rate  and 
amortization  schedule  feasible  for  that 
project,  thus  getting  maximum  leverage 
from  the  section  312  funds. 

The  following  is  a  summary  of 
additional  section  312  program  changes 
included  in  the  Act  which  are  not  being 
implemented  by  this  interim  rule: 

1.  The  Congress  has  directed  that 
within  270  days  of  the  date  of  enactment 
of  the  Amendments  (October  14, 1979), 
all  improvements  funded  with  section 
312  loans  must  meet  cost  effective 
energy  conservation  standards.  Further 
information  on  the  implementation  of 
this  requirement  will  be  made  available 
in  the  future. 

2.  The  Secretary  has  been  authorized 
to  charge  more  than  3  percent  for  loans 
made  to  applicants  whose  incomes  are 
above  80  percent  of  the  median  income 
for  the  area.  The  implementation  of  this 
new  authority  is  currently  being 
reviewed. 

3.  The  Secretary  has  been  authorized 
to  allow  the  use  of  Section  312  funds  for 
the  refinancing  of  existing  mortgage 
debt  on  multifamily  properties,  in 
addition  to  covering  the  costs  of 
rehabilitation,  where  this  is  necessary  to 
minimize  the  displacement  of  existing 
tenants.  The  implementation  of  this  new 
authority  is  also  under  review. 

The  Department  is  not  providing  for 
public  comment  in  advance  of  the 
effective  date  of  this  part  since  there  is 
an  urgent  need  for  the  multifamily 
rehabilitation  funds  made  available  by 
Congress  for  this  fiscal  year.  Any 
significant  delay  in  implementing  the 
legislative  changes  will  prevent  these 
funds  from  being  effectively  committed 
to  projects  this  fiscal  year.  The 
considerable  planning  and  packaging 
times  required  by  multifamily  loans 
make  it  imperative  that  our  Area  Offices 
be  authorized  to  begin  approving  loan 
packages  as  quickly  as  possible.  For 
these  reasons  the  Department  finds  it 
impracticable  and  unnecessary  to 
provide  for  public  comment  in  advance 
of  the  effective  date  of  this  part. 

Though  these  regulations  are 
published  as  an  interim  rule  because  of 
the  importance  of  immediate 
implementation  of  these  legislative 
changes,  the  Department  recognizes  the 
need  for  public  comment  and  the 
safeguards  and  acceptance  resulting 
from  such  comments.  Accordingly,  as 
indicated  above,  a  90-day  comment 
period  is  provided. 

A  finding  of  inapplicability  with 
respect  to  environmental  impact  has 


been  prepared  in  accordance  with 
Procedures  for  Protection  and 
Enhancement  of  Environmental  Quality. 
A  copy  of  this  finding  is  available  for 
inspection  and  copying  in  the  Office  of 
the  Rules  Docket  Clerk  at  the  above 
address. 

Accordingly,  24  CFR  Part  510  is 
established  as  follows: 

PART  510— SECTION  312 
REHABILITATION  LOAN  PROGRAM 

Sec. 

510.101  Purpose. 

510.102  General. 

510.103  Definitions.. 

510.105  Multi-Family  Property  Loans. 

510.107  Low  and  Moderate  Income  Priority. 
510.109  Nonresidential  Loan  Limit. 

510.111  Priority  For  Leveraging  Local  Funds. 

Authority:  Sec.  312  of  the  United  States 
Housing  Act  of  1964  (42  U.S.C.  1452b),  and 
sec.  7(d)  Department  of  Housing  and  Urban 
Development  Act  (42  U.S.C.  3535(d)). 

PART  510-SECTION  312 
REHABILITATION  LOAN  PROGRAM 

§510.101  Purpose. 

The  purpose  of  this  part  is  to 
implement  legislative  amendments  to 
the  Rehabilitation  Loan  Program, 
authorized  by  section  312  of  the  Housing 
Act  of  1964. 

§510.102  General. 

These  regulations  supersede  any 
inconsistent  provisions  in  the 
Rehabilitation  Financing  Handbook, 
HUD  Handbook  7375.1. 

§  510.103  Definitions. 

(a)  Multifamily  Property.  A  property 
containing  five  or  more  dwelling  units 
after  rehabilitation. 

(b)  Low-  or  moderate-income 
neighborhood.  A  neighborhood  that 
meets  the  definition  of  an  area  as 
described  in  the  Community 
Development  Block  Grant  regulations 
(24  CFR  Part  570  §  570.302(d)(2)(i)).  Le¬ 
an  area,  delineated  by  the  applicant, 
where  the  majority  of  the  residents  are 
low-  and  moderate-income  persons  as 
defined  in  24  CFR  570.3(p). 

(c)  Low  and  Moderate  Income 
Tenants  and  Homeowners:  Tenants  or 
homeowners  whose  total  family  income, 
adjusted  for  family  size,  does  not  exceed 
95%  of  the  median  income  for  the  area. 

§510.105  Multi- family  Property  Loans. 

The  following  limitations  and 
conditions  shall  apply  to  all  section  312 
rehabilitation  loans  for  multi-family 
properties. 

(a)  The  property  must  be  located  in  a 
low-  or  moderate-income  neighborhood 
or  at  least  51%  of  the  property's  initial 


tenants  after  rehabilitation  must  be  of  a 
low  or  moderate  income.  The  property 
shall  also  be  in  an  area  otherwise 
qualified  for  section  312  lending. 

(b)  The  loan  shall  be  consistent  with 
the  current  overall  community 
development  strategy  developed 
pursuant  to  Title  I  of  the  Housing  and 
Community  Development  Act  of  1974. 

(c)  The  locality  shall  certify 
compliance  with  paragraphs  (a)  and  (b) 
of  this  section  by  making  the  following 
certification  in  Block  N  of  the  loan 
application  HUD-6243:  "The  property  is 
located  in  a  low-  or  moderate-income 
neighborhood  or  at  least  51%  of  the 
property’s  initial  tenants  after 
rehabilitation  will  be  of  low  or  moderate 
income.  The  loan  is  consistent  with  the 
community's  current  overall  community 
development  strategy  developed 
pursuant  to  Title  I  of  the  Housing  and 
Community  Development  Act  of  1974." 

(d)  The  property  must  have  fewer  than 
100  units  after  rehabilitation  unless 
HUD  determines  that  the  loan  is 
essential  to  meet  the  community 
development  needs  of  a  neighborhood 
and  alternative  sources  of  financing  are 
not  available.  The  Area  Manager  or  his 
designee  is  hereby  authorized  to  grant 
an  exception  to  the  100  unit  limit. 
Exceptions  must  be  requested  in  writing 
from  the  Area  Manager  or  his  designee 
and  must  include  clear  evidence  of  the 
importance  of  the  specific  project  to  the 
community  development  needs  of  a 
specific  neighborhood.  Before  granting 
the  request  the  Area  Manager  or  his 
designee  must  make  the  following 
determinations: 

(1)  The  rehabilitation  of  the  project 
will  provide  needed  housing  units  for 
low  or  moderate  income  tenants,  or 

(2)  The  revitalization  of  the  target 
area  would  be  significantly  hindered  if 
the  property  were  not  rehabilitated. 

(3)  Under  either  paragraph  (d)  (1)  or 
(2)  of  this  section,  alternate  sources  of 
financing  which  would  be  adequate  for 
the  specific  project  are  not  available. 

(e)  A  rent  regulatory  agreement  shall 
be  executed  for  all  multi-family 
properties  rehabilitated  with  Section  312 
funds,  for  the  purpose  of  limiting 
increases  in  rents  caused  by  the 
rehabilitation  of  the  property  over  the 
first  five  years  of  the  loan  commencing 
on  the  completion  of  rehabilitation 
work.  Such  an  agreement  shall  be 
between  the  borrower  and  the  United 
States  of  America  acting  by  and  through 
the  Secretary  of  Housing  and  Urban 
Development  and  shall  be  executed  by 
the  HUD  Area  Office  Manager  or  his 
designee  on  behalf  of  the  Secretary.  The 
agreement  shall  include: 

(1)  HUD  loan  number. 
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(2)  The  number  of  units  after 
rehabilitation. 

(3)  Borrower's  name  and  address. 

(4)  Address  of  the  property  to  be 
rehabilitated. 

(5)  Mortgage  recordation  information. 

(6)  A  provision  to  be  in  effect  for  a 
five  year  period  from  the  date  of 
completion  of  the  rehabilitation,  which 
shall  limit  the  amount  of  rents  charged 
tenants  of  the  property.  The  total 
monthly  rents  charged  for  all  dwelling 
units  in  the  property  shall  not  exceed  an 
amount  computed  in  accordance  with 
paragraph  (f)  of  this  section. 

(7)  A  provision  to  allow  periodic  rent 
increases  to  cover  increases  in  operating 
costs.  Such  increases  in  costs  shall  be 
documented  in  the  files  of  the  borrower, 
to  be  maintained  for  HUD  inspection  at 
its  option  for  a  period  of  two  years 
following  the  expiration  of  the 
agreement.  The  borrower  shall  notify 
the  local  agency  administering  the  loan 
of  any  rent  increases  and  the  reasons 
therefor  during  the  period  of  the 
agreement. 

(8)  A  provision  for  declaring  the  loan 
in  default  and/or  for  taking  other 
appropriate  legal  action  if  the  borrower 
fails  to  correct  violations  of  the  Rent 
Regulatory  Agreement. 

(9)  A  provision  that  the  tenants  of  the 
property  be  provided  with  information 
in  writing  by  the  borrower  regarding  the 
terms  of  the  Rent  Regulatory  Agreement. 

(10)  The  agreement  shall  bind  any 
successors  in  interest  and  shall  be 
recorded  with  the  mortgage  which  shall 
specifically  incorporate  the  rent 
regulatory  agreement  by  reference. 

(f)  The  monthly  rent  amount  to  be 
used  as  a  basis  for  the  rent  regulatory 
agreement  (see  paragraph  (e)  of  this 
section)  shall  be  computed  by: 

(1)  Totaling  i  through  v  of  this 
subparagraph: 

(i)  The  estimated  annual  operating 
expense  and  taxes  after  rehabilitation; 

(11)  The  annual  principal  and  interest 
payments  on  pre-existing  mortgage  debt, 
but  only  if  the  original  term  was  at  least 
10  years; 

(iii)  The  annual  principal  and  interest 
payments  on  the  Section  312  loan; 

(iv)  The  annual  principal  and  interest 
payments  on  other  rehabilitation 
financing,  but  only  if  the  term  is  at  least 
10  years; 

(v)  An  amount  which  is  a  reasonable 
return  on  investment  as  determined  by 
HUD,  on  recommendation  of  the 
processing  locality,  which  shall  not 
exceed  a  20  percent  return  on  equity 
defined  as:  (A)  Appraised  market  value 
prior  to  rehabilitation  plus  (B)  cost  of 
rehabilitation  minus  (C)  after 


rehabilitation  indebtedness  (of  at  least  a 
ten-year  term)  secured  by  the  property. 

(2)  Dividing  the  total  calculated  in 
paragraph  (f)(1)  by  .93  to  adjust  for 
vacancies. 

(3)  Dividing  the  amount  calculated  in 
paragraph  (f)(2)  by  12  to  calculate 
monthly  rent. 

(g)  Potential  involuntary  displacement 
shall  be  addressed  as  follows: 

(1)  To  the  extent  feasible,  the  locality 
shall  minimize  involuntary  displacement 
in  all  aspects  of  its  Section  312  program 
operations. 

(2)  If  involuntary  displacement  does 
occur  as  a  result  of  a  Section  312  loan, 
relocation  benefits  to  the  tenants  of  both 
one-to-four  unit  properties  and 
multifamily  properties  shall  be  provided 
by  the  locality. 

(i)  Relocation  benefits  in  Urban 
Renewal  or  Model  Cities  Projects  shall 
be  the  same  as  those  provided  by  the 
Uniform  Relocation  Assistance  and  Real 
Property  Acquisition  Policies  Act  of 
1970,  Pub.  L.  91-646. 

(ii)  Relocation  benefits  in  connection 
with  the  Section  312  loan  program  under 
the  Community  Development  Block 
Grant  program  shall  be  comparable  to 
those  provided  tenants  occupying  a 
private-owner  property  located  in  a 
Neighborhood  Strategy  Area  that  is  to 
be  rehabilitated  under  the  Section  8 
Substantial  Rehabilitation  Program, 
Subpart  C,  24  CFR,  §  881.309. 

(3)  No  Section  312  loan  shall  be 
approved  unless  the  locality  certifies  to 
HUD  that  relocation  benefits  to  tenants 
involuntarily  displaced  will  be  available 
as  required  in  this  section. 

(h)  The  Chief  Executive  Officer  of  a 
Corporation  borrowing  Section  312 
funds  and  each  partner  of  a  partnership 
shall  assume  personal  liability  for  the 
resulting  debt.  This  shall  be  in  addition 
to  the  security  provided  by  a  mortgage 
on  the  property. 

§  510.107  Low  and  Moderate  Income 
Priority. 

The  Secretary  shall,  in  making  loans 
under  this  Part,  give  priority  to 
applications  by  low  and  moderate 
income  persons  who  own  the  property 
to  be  rehabilitated  and  will  occupy  such 
property  upon  the  completion  of  the 
rehabilitation,  including  applications  by 
condominiums  and  cooperatives  in 
which  the  residents  are  principally  (at 
least  51%  or  more)  of  low  and  moderate 
income.  For  the  purpose  of  the  preceding 
sentence,  the  term  “low  and  moderate 
income"  means  family  income  adjusted 
for  family  size  which  does  not  exceed 
95%  of  median  income  for  the  area. 


§  510.109  Nonresidentlal  Loan  Limit 

A  Section  312  loan  for  rehabilitation 
of  a  nonresidential  property,  or 
nonresidential  portion  of  a  mixed-use 
property,  shall  not  exceed  $100,000. 

§  5 1 0. 1 1 1  Priority  for  Leveraging  Other 
Loan  Funds. 

To  the  extent  feasible,  priority  shall 
be  given  to  applications  for  Section  312 
loans  in  which  Section  312  funds  are 
used  to  leverage  additional  funds  from 
private  sources.  In  the  case  of  leveraging 
arrangements,  subordination  of  the 
Section  312  loan  mortgage  instrument  to 
the  mortgage  of  the  private  lender  is 
acceptable. 

Issued  at  Washington,  D.C.,  March  15, 1979. 

Robert  C.  Embry,  Jr., 

Assistant  Secretary  for  Community  Planning  and  Develop¬ 
ment 

[Docket  No.  R-79-S31] 
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